Thy Do the Railways of the South Ask 
that Their Freight Rates Shall Be 


lhicreased at This Time? 


Since 1915 the South has been prosperous and the 
railroads in the South have prospered also. They are now 
Moving a record trafhe and the outlook is that such traffic 
will increase in the future, but the railroads are facing heavy, 
new and immediate operating costs which they cannot 


control. Under the reduction of income caused by such 
increased costs the railroads of the South can live but they 
can no longer grow. A\s it is the South is growing faster 
than its railroads. 
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May it please the Commission, the settlement under the Adamson 
_ Law has involved the railroads of the South in large additional operating 
costs in common with all other railroads in the United States. This 
increment of the expense account has come on top of other and even 
larger uncontrollable costs which have accrued within recent months. 
It is as a consequence of these conditions that the railroads of the South 
propose to come before the Interstate Commerce Commission to ask 
approval of a horizontal increase of their freight rates sufficient to in- 


crease their revenues in at least the equivalent of what may be found 
by the Commission to be the aggregate of the costs which have accrued 
for reasons beyond the control of the railroads. 

I was asked this morning to make here a general statement on behalf 
of the southern carriers. This duty was imposed on me on short notice 
and without opportunity to secure and to consolidate the statistics of 
experience of a!l the southern lines in the matters here under considera- 
tion, so as to enable me to illustrate what I shall say by figures repre- 
sentative of all or even of several typical lines grouped together. 

It is, then, necessary for me to illustrate the situation of the roads 
in the South by the situation of the railroads of which I know, namely: 
those included in the Southern Railway system. I think it is a fair 
illustration nevertheless. That system includes some of the prosperous 
lines of the South and it includes some of the weak lines of the South. 
It covers the entire territory, and for that reason it has to meet the con- 
ditions of all parts of the territory. 

With your permission, then, I will state briefly what has seemed to 
me to be the justification for the Southern Railway Company asking a 
horizontal advance in freight rates at this time. 

The South is prosperous and it has been prosperous for some time. 
I have here one or two figures to make the point. For instance: 

The Agricultural Department estimates that the total value of all the 
crops grown in the South in 1916 in the States of Virginia, North and 
South Carolina, Georgia, Florida, Alabama, Mississippi, Tennessee and 
Kentucky, was $1,882,000,000, as compared with $1,377;,000,000 in 1915, 
an increase of $505,000,000, or 36 per cent. Again, the Agricultural 
Department reports show that in those States on January 1, 1917, the 
value of livestock on farms in the South was $819,000,000, as compared 
with $746,000,000 on the same day the year before, an increase of $73,- 
000,000. 

The value of manufactured products of those States in 1914 was 
$1,724,000,000, as compared with $1,036,000,000, in 1904, an increase in 
ten years of $688,000,000, or 66 per cent. There are no available statis- 
tics of manufactures in the South later than 1914 except as to the con- 
sumption of cotton in the South, but they show that such consumption 
in mills in the cotton-growing States amounted, for the seven months 
ended February 28, 1917, to 2,248,000 bales, as compared with 1,976,000 
bales in the corresponding seven months of the previous yest ¢ an increase 
of 272,000 bales, or 14 per cent. 


These few figures will, I believe, support my statement that the 
Seuth is prosperous. 

Under such general conditions it is to be expected that the current rev- 
enues of the railroads in the South should be large, and they are large. The 
Southern Railway, for example, has been running along at the rate of 
about 13 per cent over last year. As 1916 was a fairly normal year, on 
the revenue side of the account, over a number of years past, it will be 
seen that we are going at our largest volume of revenue today. We have 
moreover been able to save a substantial part of what we have secured 
in revenue. Our income on the Southern Railway proper for the year 
ended June 30, 1916, was something over nine millions of dollars, which 
was the largest income we had ever had. With revenues substantially 
the same as in 1914, we had decreased our operating expenses over 
$5,000,000, and the result was that the income was $9,000,000, as com- 
pared with $4,000,000 in the year 1914. 

We have not, then, on those figures, anything to. complain about. 
We are now facing, however, increased costs, as all the other railroads are 
facing them. Some of them we have already taken into our accounts. 
Others are to come. I will give you briefly what they are. 

First, the Adamson Law settlement will cost the Southern Railway — 
proper a million dollars a year. 

Coal last year cost us $3,900,000. We have made our contracts, or 
most of our contracts, for the coming year, and it is going to cost us 
over $6,000,000 per annum, for coal, after July 1, 1917. 

The Chairman: For the same quantity? 

Mr. Harrison: For the same quantity. I have not allowed in these 
figures for the increased consumption by reason of increased business. 

There is an increase of two million for coal. 

Then we face an increase of $2,600,000 in next year’s accounts for 
materials and supplies other than coal, made up as follows: 


Rails, $10 a ton.... 0.0... ee eee eee eee Aggregating $720,000 
Cross-Ties, about 10c each............ “ 399,000 
Shop Materials ...........-.-...2.. fee + 1,333,000 
Sundry Track Materials .............. - 243,000 


Or a Total Cost for Such Materials and 
Supplies of over...............0005 $2,600,000 


I have here a schedule of the recent tendencies in our experience 
of the detailed prices of some representative materials which go to make 
up these figures. I ask leave to place it on file. [The schedule appears 
in the margin. ] 

So we have: Coal, $2,000,000; other materials, $2,600,000; in- 
creased wages under the Adamson Law, $1,000,000; increased salaries 
and wages of junior officers and of employees other than the men engaged 
in train and engine service and the shop crafts, $400,000. We have felt 
it necessary in justice to these men, especially the clerks, to increase their 
compensation to enable them to meet the higher cost of living and to 
reward their loyal efforts. Those items make up a total annual increase 
of our costs of operation of $6,000,000, which we might say we know are 
certain, In addition, we are now negotiating with the shop crafts who 
have presented demands for increased pay which, if granted, would mean 
an addition of $450,000 per annum to our shop costs; but as those claims 
are still under consideration, 27 will not now include them here. 

These additional costs are equivalent to 13 per cent of the freight 
revenue of the Southern Railway proper for 1916. The results are sub- 
stantially the same for Southern Railway System. I will not give the 

- figures in detail, but the similar increase of all costs on the other lines 
is $1,800,000. This does not include the Mobile & Ohio, or the Georgia 


SOUTHERN RAILWAY COMPANY. 


SCHEDULE OF ACTUAL EXPERIENCE OF RISING COSTS OF TYPICAL 
MATERIALS USED IN QUANTITY. 


1914 1915 1916 1917 
Locomotives (Mikado type).......... $20,215.24 $22,586.34 $33,504.00 
Steel Coal Cars, 50-ton.............. 741.63 1,189.60 1,505.09 7 
Box Cars, 30-ton Steel Underframe.. 803.00 905.00 1,230.00 tt 
Steel Rails, gross ton .............06- 30.00 30.00 35.60 40.00 
Steel Car Wheels, per wheel.......... 17.90 22.10 23.53 32.50 
Steel Plates, Tank, per Ib. ........... 0119 0131 0353 0475 
Locomotive Tires, per 100 Ibs. ....... 3.25 3.42 3.96 6.00 
Springs—Elliptical, per 100 Ibs. ....... 2.65 2.71 4.62 6.75 
Bolsters, Cast Steel, per 100 fbs........ 2.61 2.61 3.92 7.50 
Couplers, per pair .......-.... eee eee 16.75 16.75 18.50 32.00 
Pig Iron, per ton ..........-.-eeeee 10.50 11.80 16.47 30.50 
Ingot Copper, per Ib. ................ 138 .186 .282 347 
Pig Lead, per Ib. ........ Seis ta epesdiniered _ 037 045 .067 .088 
Pig Tin, per Ib. .........-.--- eeas 357 385 437 481 
Fuel Oil, per gal. .......... ec eee ee eee 04 .031 .043 .067 
Tie Plates, per ton ............eeeeee 29.79 28.79 51.5C 60.00 
Waste, Cotton, per Ib. ............--- 0534 06% 0834 ll 
Cross Ties, per tie ..........seeeeeeee sale’ 487 491 675 
Coke, Foundry, per ton ............5- 2.50 2.50 3.75 12.00 


+None purchased in 1917, but estimated to cost $2,400.00. 
' ¢+In cars purchased in 1916 amount of Steel in Underframe was reduced and 
‘+ amount of wood was increased, otherwise cars would have cost $1,430.00. 
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Southern & Florida, but the lines which we now operate as the Southern 
Railway System, making a total increase of operating cost of nearly 
$8,000,000 for the System, which is 13 per cent of the freight revenue 
of $62,000,000 earned by the System in 1916. 

Coming back to the figures of the Southern Railway proper, we are, 
as I say, facing increased annual costs of over six millions of dollars. 
Last year our income was nine millions of dollars. For the first six 
months of this year we did as well or better. If, then, we take six mil- 
lions of dollars out of that, it will still leave us an income of $3,000,000 
above our fixed charges. 

On this showing we are not here to talk of being ruined; we are not 
here to talk about suffering disaster. Perhaps we could live for a while 
under these conditions, but we are here to say that under such condi- 
tions we must cease to grow. 

I do not suppose there is any part of the country that needs growth 
in its railroads more than the South. They ail need it. It has been 
demonstrated again and again that they all need it. While fortunately 
we have had no such congestion this winter as in other parts of the 
country, it remains a fact that the South is growing faster than its rail- 
roads are growing. Since I have had a prime responsibility in the last 
three years I have managed one way or another to spend fifty-two 
millions of dollars in improvements and betterments on the Southern 
Railway proper. On the other lines for which I am responsible we have 
in the same three years spent more than $16,000,000 for additions and 
betterments, divided about half and half between new capital and income 
ploughed in. Thus, we have spent in three years for improvement of 
our lines in the South upwards of $68,000,000. It is only a beginning 
of what is necessary to be done. Our problem, then, is one of credit, 
or better credit, to enable us to secure the capital necessary to make this 
railroad a bigger and better instrument to serve the South. 

With our experience of last year and of the six months which have 
just concluded, I have assumed that we were justified in expecting an 
income of ten millions of dollars above our fixed charges, and that if 
maintained at that rate we would establish our credit to the point where 
we could provide large sums of money to do the things which we have 
planned and which we have on paper ready to do. That ten millions of 
dollars will not suffice by itself, but would serve as a credit for securing 
new capital. We had been working for several years on a financial plan 


and were getting ready to do all these things. Our plan came to a head. © 
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this winter under extraordinary investment market conditions, and it 
failed. We were unable to sell the new bonds, the best thing we could 
devise to lay before the public, on terms which, as responsible trustees, 
we were justified in accepting. The result was that you can say that the 
Southern Railway Company’s credit is not yet established. I have ac- 
cordingly girded up my loins again, and I have looked forward to main- 
taining that income balance of ten millions of dollars a year for several 
years until it would be possible to do this thing over again and do it 
successfully; namely, provide a security which the public will take on 
an investment basis, and so provide the new capital we need. The word 
has gone out on the line and every man in our organization who is work- 
ing for results knows about the need for that ten millions of income 
and is striving for it. If united effort, if economy, if deterthination can 
accomplish it, we shall have a sustained income at that rate. 

If, however, you take six millions of dollars off our income we are 
not going to have ten millions left. The reventes will doubtless increase 
substantially by reason of increased traffic, for, as I have said, the South 
is growing. I venture to say, however, that even assuming that the 
revenues continue to increase at the rate of 13 per cent, with the in- 
creased costs which I have stated there is not going-to be saved as much 
of the dollar of additional revenue in the future as in the recent past. 
The income is not going to increase as fast as the expenses, though the 
income would probably be more than the four millions of dollars which 
would be left after deducting the six from the ten. 

I may say in this connection that we have not paid any dividends 
on our preferred steck since 1914. No dividend has ever been paid, nor 
even proposed on our common stock. Ten millions of dollars income 
is the equivalent of more than 5 per cent on $180,000,000 of stock, com- 
mon and preferred. Last year we made what was called 15 per cent on 
the preferred stock, but we did not pay it or any of it. I venture to 
confide to the Commission that I have my stockholders heavily on my 
back at this very moment on that account. They do not see why they 
should not get their dividend when it is earned. I sympathize with them 
heartily, but I have had to represent to them that conservative and con- 
structive management demanded building up the property under extraor- 
jinary conditions, and, having no instrument for financing the company, 
we were justified in withholding the dividend. 

The preferred stockholders are entitled to dividends, and if we can 
establish our credit they will get the dividends if we have the income, 
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but we have got to maintain our present rate of income to give it to them. 

What has become of the money we have earned if we have not paid 
it to the stockholders? It has gone back into the property. We have put 
back twenty millions of dollars of income on the Southern Railway 
proper and eight million dollars on the other lines during the past three 
years. Out of that sixty-eight millions which I told you we have spent 
on the property, something more than twenty-eight millions has come 
out of income. 

So this problem of growth and expansion, which is an important re- 
sponsibility to the communities which we serve, is another reason which 
urges upon me the necessity of maintaining our income in order that we 
may accelerate the process of improving the railroad by drawing in the 
capital which we can only attract by a sustained income. 

Another item of our cost is our taxes.’ I am not inclined to com- 
plain about taxes, but I must recognize the steady increase of them as a 
fact. We control some of our costs: we can not control that one. Taking 
those two years when the revenues were substantially the same, 1914 and 
1916: in 1914 taxes took 3.7 cents of every dollar of revenue. In 1916 
they took 4.1 cents of every dollar of revenue. For the six months just 
ended we have to provide for further increases of taxes on top of that 
at the rate of $350,000 per annum. 

To show what can be done with costs under your control, take 
station expenses on our railroad. I mention them simply because the 
figures are somewhat like those of taxes per dollar of revenue. Station 
expenses in the year 1914 tock 6.2 cents of the dollar of revenue. In 
1916 we reduced it to 6 cents. There is what is almost a fixed charge. 
You have got to maintain the stations. And yet by the practice of 
greater effort and better management and more determination to accom- 
plish it, we did reduce substantially our station expenses. We have in- 
creased our train loading and our car loading. We have reduced our 
loss and damage bills. We have reduced our general expenses for ad- 
ministration and for traffic solicitation six per cent. All of those things 
have gone to make up that difference of $5,000,000 in our epetmang. ex- 
penses in 1916 as compared with 1914! 

I mention those things simply for the purpose of showing that we 
are doing our best now to accomplish the result without having to ask 
for increased freight rates, but in view of these new costs which we 
can not control and which are imposed upon us, I believe it is our duty 
to ask the Commission to allow us to offset those costs from a country 
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that is prosperous and at a time. when that country was never so well 
able to bear increased freight rates. The present prosperity of the South 
is due partly to larger production and partly to increased prices—perhaps 
largely to increased prices. We ask, then, permission to follow in the 
footsteps of the people we serve and to increase our prices in an amount 
at least sufficient to offset our increased costs. We ask permission to do 
this to enable us to maintain an income large enough to justify our going 
ahead with our plans to improve the railroads in our territory. 

I have before me at the moment a programme to spend seventeen 
millions of dollars on terminals. Of the sixty-eight millions of dollars 
we have spent on the property in the past three years, some has gone 
into double-track, some into equipment, but a large part of it has gone 
into terminals. The cry of a busy railroad for terminals is that of the 
daughters of the horse-leech. I want now to spend an additional 
$17,000,000 for terminals. I have not got the $17,000,000. I had ex- 
pected to get it this winter, or some portion of it. I believe I am con- 
servative in saying that we are earning ten per cent on the capital we 
invest in terminals. It is good business to spend money in terminals, but 
no one gets as much benefit from them as the public. 

We can operate the railroad, we can get along if we do not have to 
take up too heavy or too many costs which are beyond our control, I 
recognize that some of those costs we are now facing are necessary. I 
am not complaining. I have no grievance. I am trying to do my best 
under the conditions and in the times in which I live, but I do expect 
sympathy and support, and I believe I am entitled to expect sympathy 
and support from the governmental agencies which are here to view the 
conditions as they actually exist and which are here to help, when, as in 
this case, it is demonstrated that help is needed.* If we get that help 1 
promise that the increased revenue which shall accrue to us shall be faith- 
fully expended for the good of the general community, benefiting in their 
proper place, but only in their proper place, the stockholders of the rail- 
road. 


*Extract from the New York Times, March 20, 1917, reporting an interview 
with the Hon. Franklin K. Lané, Secretary of the Interior: 

“Mr. Lane was asked if the committee [of the Council of National Defense] 
had discussed the question of whether the railroads should have an increase in 
freight rates to compensate them for the extra expense of putting the eight- 
hour day into effect. 

“We did not discuss it formally,’ he said. ‘We have nothing to do with 
that. But I do believe that the railroads should have compensation‘ for the 
financial burden assumed in granting the eight-hour day.’” 
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Commissioner Clark: Mr. Harrison, the effect of the Adamson law 
will fall more heavily on the Southern Railway than it will on the other 
roads in the Southeast? 

Mr. Harrison: Yes; we had the 9. hour basic day when some of the 
other railroads of the South already had the 8-hour basic day. 

The Chairman: The prosperity of the Southern eat is charac- 
teristic of the Southern roads generally? 

Mr. Harrison: I think fairly so. Of course there are differences 
due to capitalization and various other things. We have in the South 
good railroads and bad railroads. We have in our own system railroads 
with a transportation cost ratio of 25 and 26 per cent, and we have rail- 
roads managed by the same officers with a transportation ratio of 40 
due to different traffic and physical conditions. There are several such 
highly efficient railroads in the South. There are also many such poor 
railroads, poorly designed and without traffic enough to support them 
and to justify improving them. We attempt to maintain our railroads 
in the South—I am speaking now for all of the railroads in the South, 
because as I ride over them I see that there is a common effort in that 
respect—up to the standard of the traffic which they have to carry, and 
not beyond it—always to secure safety, but not to put any gold plate on 
a railroad that is earning three and four thousand dollars a mile gross 

Commissioner Daniels: Does not the return of our railroad securi- 
ties formerly owned abroad create a market situation which is so abnor- 
mal that we really can not test it today? 

Mr. Harrison: As I attempted to say, we came to our test in an 
abnormal situation. We had to sell notes. As bearing on what this 
meant, I was entertained by a recent comment in the London Statist 
which said in effect: “The Southern Railway has abandoned its finan- 
cial plan and has sold 5 per cent notes. It is an evidence of the confi- 
dence of the American public in this undertaking, that it was able to sell 
its notes on a better basis than the British and French governments.” 
There is something in the point of view. Foreign opinion does not 
always indicate an actual. condition. 

I am obliged to you, gentlemen, for your attention. 


